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BRAD A. KINDER, CPA

815 PARKER SQUARE ¢ FLOWER MOUND, TX 75028
972-899-1170

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors
Prospera Financial Services, Inc.

Opinion on the Financial Statement

We have audited the accompanying statement of financial condition of Prospera Financial
Services, Inc. as of June 30, 2020, and the related notes (collectively referred to as the “financial
statement”). In our opinion, the statement of financial condition presents fairly, in all material
respects, the financial position of Prospera Financial Services, Inc. as of June 30, 2020 in
conformity with accounting principles generally accepted in the United States of America.

Basis for Opinion

This financial statement is the responsibility of Prospera Financial Services, Inc.’s management.
Our responsibility is to express an opinion on Prospera Financial Services, Inc.’s financial
statement based on our audit. We are a public accounting firm registered with the Public Company
Accounting Oversight Board (United States) (PCAOB) and are required to be independent with
respect to Prospera Financial Services, Inc. in accordance with the U.S. federal securities laws and
the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial
statement is free of material misstatement, whether due to error or fraud. Our audit included
performing procedures to assess the risks of material misstatement of the financial statement,
whether due to error or fraud, and performing procedures that respond to those risks. Such
procedures included examining, on a test basis, evidence regarding the amounts and disclosures in
the financial statements. Our audit also included evaluating the accounting principles used and
significant estimates made by management, as well as evaluating the overall presentation of the
financial statements. We believe that our audit provides a reasonable basis for our opinion.

Duliint, o

We have served as Prospera Financial Services, Inc. auditor since 2003.

Flower Mound, Texas
August 26, 2020
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Assets

Cash and cash equivalents $ 12,874,271
Commissions receivable 802,250
Receivables and advances - related parties 10,979
Prepaid expenses 936,752
Prepaid federal income taxes 859,700
Clearing deposits 203,803
Non-marketable securities 11,000
Deposits 32,155
Right-of-use asset 2,518,610
TOTAL ASSETS $ 18,249,520

Liabilities and Stockholders' Equity

Liabilities
Accounts payable $ 197,088
Accrued compensation and related costs 3,281,795
Accrued expenses 419,870
Payable to clearing broker-dealer 850,467
State income taxes payable 87,962
Note payable 969,500
Lease liability 2,711,033
Total Liabilities 8,517,715

Stockholders' Equity

Preferred stock, 1,000,000 shares authorized,
none designated, issued or outstanding -
Common stock, no par value, 1,000,000 shares authorized,

121,095 shares issued and 87,759 shares outstanding 123,658
Non-voting common stock, no par value, 100,000 shares authorized,

7,278 shares issued and outstanding 394,643
Additional paid-in capital 379,339
Retained earnings 8,858,177
Treasury stock, 33,336 shares at cost (24,012)

Total Stockholders' Equity 9,731,805

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 18,249,520

See notes to financial statement.
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Note 1 - Nature of Business and Summary of Significant Accounting Policies

Nature of Business:

Prospera Financial Services, Inc. (Company) was organized in 1982 as a Texas corporation and
is a majority owned subsidiary of Prospera Holdings, LLC (Parent), a Texas limited liability
company. The Company is registered with the Securities and Exchange Commission (SEC) as a
broker-dealer and as a registered investment advisor. The Company is a member of the Financial
Industry Regulatory Authority (FINRA) and Securities Investors Protection Corporation (SIPC).
The Company is also registered as an introducing broker with the Commodities Futures Trading
Commission (CFTC) and is a member of the National Futures Association (NFA).

The Company operates under the exemptive provisions of Rule 15¢3-3(k):(2)(i) and (ii) of the
Securities Exchange Act of 1934, and accordingly, is exempt from the remaining provisions of
that Rule.

The Company is an independent full-service broker-dealer, investment advisor and support
organization for independent financial representatives. The Company’s operations consist
primarily of providing securities brokerage, insurance brokerage and investment advisory services
to individuals located throughout the United States. Insurance brokerage services are provided
through a related party insurance agency. The Company’s headquarters are in Dallas, Texas with
independent branch offices throughout the United States.

Significant Accounting Policies:

Use of Estimates

The accompanying financial statements have been prepared in conformity with U.S. generally
accepted accounting principles, which requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

Cash Equivalents

Money market funds and highly liquid investments, generally certificates of deposit with an
original maturity of three months or less, are reflected as cash equivalents in the accompanying
statement of financial condition.

Non-Marketable Securities

Non-marketable securities are recorded at the lower of cost or fair value.



PROSPERA FINANCIAL SERVICES, INC.
Notes to Financial Statement
June 30, 2020

Note 1 - Nature of Business and Summary of Significant Accounting Policies (continued)

Treasury Stock

Treasury stock is accounted for using the cost method.

Leases

The Company leases corporate office space. The determination of whether an arrangement is a
lease is made at the lease’s inception. Under ASC 842, a contract is (or contains) a lease if it
conveys the right to control the use of an identified asset for a period of time in exchange for
consideration. Control is defined under the standard as having both the right to obtain substantially
all of the economic benefits from use of the asset and the right to direct the use of the asset.
Management only reassesses its determination if the terms and conditions of the contract are
changed.

The corporate office space lease is included in operating lease right-of-use (“ROU”) asset and
operating lease liability in the statement of financial condition. There are currently no finance
leases.

ROU asset represents the right to use the underlying asset for the lease term, and lease liability
represents the obligation to make lease payments. Operating lease ROU assets and liabilities are
recognized at the lease commencement date based on the present value of lease payments over
the lease term. The Company uses the implicit rate when it is readily determinable. Since the
Company’s lease does not provide an implicit rate, to determine the present value of lease
payments, management uses the Company’s incremental borrowing rate based on the information
available at lease commencement. Operating lease ROU asset also includes any lease payments
made and excludes any lease incentives. Lease expense for lease payments is recognized on a
straight-line basis over the lease term. The Company’s lease terms may include options to extend
or terminate the lease when it is reasonably certain the option will be exercised.

The corporate office lease agreement includes provisions for variable rent payments, which are
adjusted periodically for inflation. The corporate office lease agreement does not contain any
material residual value guarantees.

The Company has elected to apply the short-term lease exception to all leases with a term of one
year or less.

Income Taxes

The Company is included in the consolidated federal income tax return and combined Texas
franchise return of its Parent. Federal and Texas income taxes are recorded using the separate
company method to comply with financial reporting rules. Any resulting provision or benefit for
income taxes realized by the Company is recorded as a prepaid or payable to the Parent.
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June 30, 2020

Note 1 - Nature of Business and Summary of Significant Accounting Policies (continued)

The Company is also subject to various other state income and franchise taxes.

The Company has adopted financial reporting rules regarding recognition and measurement of tax
positions taken or expected to be taken on a tax return. The Company has reviewed all open tax
years and concluded that there is no impact on the Company's financial statements and no tax
liability resulting from unrecognized tax benefits relating to uncertain income tax positions taken
or expected to be taken on a tax return. As of June 30, 2020, open Federal tax years include the
tax years ended June 30, 2017 through June 30, 2019.

Note 2 — Note Payable

In April 2020, the Company received loan proceeds in the amount of $969,500 under the
Paycheck Protection Program (PPP) and the Economic Injury Disaster Loan (EIDL) program.
The PPP, established as part of the Coronavirus Aid, Relief and Economic Security Act (CARES
Act), provides for loans to qualifying businesses for amounts up to 2.5 times of the average
monthly payroll expenses of the qualifying business. The loan matures in April 2022 and bears
interest at a rate of 1% per annum, payable monthly commencing in November 2020. The loan is
forgivable after twenty-four weeks as long as the borrower uses the loan proceeds for eligible
purposes, including payroll, benefits, rent and utilities, and maintains its payroll levels. The
amount of loan forgiveness may be reduced if the borrower terminates employees or reduces
salaries during the twenty-four-week period. The Company believes when the loan proceeds are
used, they will meet the conditions for forgiveness of the loan.

Note 3 - Net Capital Requirements

The Company is subject to the SEC Uniform Net Capital Rule (SEC Rule 15¢3-1), which requires
the maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to
net capital, both as defined, shall not exceed 15 to 1. Rule 15¢3-1 also provides that equity capital
‘may not be withdrawn or cash dividends paid if the resulting net capital ratio would exceed 10 to
1. The Company is also subject to the net capital provisions of Regulation 1.10(d)(2) of the
Commodities Futures Trading Commission Act of 1974, and is required to maintain a minimum
net capital, as defined under such provisions. At June 30, 2020, the Company had net capital of
$7,492,894, which was $7,157,587 in excess of the required net capital of $335,307. The
Company’s net capital ratio was 0.67 to 1.

Note 4 - Transactions with Clearing Broker-Dealers

The Company has clearing agreements with two national clearing broker-dealers, First Clearing
(FC), a trade name of Wells Fargo Clearing Services, LLC and Pershing LLC (Pershing), to
provide clearing, execution and other related securities services. There is a minimum clearing
and execution fee of $10,000 per month under the FC clearing agreement and $50,000 per quarter
beginning March 2022 under the Pershing clearing agreement. The agreements also require the
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Note 4 - Transactions with Clearing Broker-Dealers (continued)

Company to maintain a minimum of $100,000 in a deposit account with each of the clearing
broker-dealers. There is a termination fee of $3,000,000, decreasing annually to $500,000 if the
FC Agreement is terminated during any year ending through October 2026. There is a termination
fee of $250,000, decreasing annually to $150,000 if the Pershing Agreement is terminated during
any year ending through February 2025.

Note S — Commitments and Contingencies

Operating Lease

The Company leases corporate office space under a non-cancelable operating lease expiring
November 2030. The following summarizes the line items in the statement of financial condition
which include amounts for the corporate office lease as of June 30, 2020:

Operating Lease
Right-of-use asset $2,518,610
Lease liability $2,711,033

The discount rate used on the operating lease was 5.5%.

The maturities of the lease liability as of June 30, 2020, were as follows:

2021 $ 244,132
2022 331,188
2023 338,758
2024 346,327
2025 353,898

Thereafter 2,014,251
Less interest ~ (917,521)

Present value of lease liability $2,711,033

The Company has a number of branch offices throughout the United States. None of the branch
office leases are in the name of the Company; therefore, the Company does not have any
commitments or guarantees related to branch office leases.
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Note S — Commitments and Contingencies (continued)

Retention Bonuses

The Company has committed to pay retention bonuses to certain independent financial
representatives, subject to their production requirements and continuous registration and
affiliation with the Company, over the next five years ending June 30 as follows:

2021 $ 704,713
2022 530,565
2023 454,890
2024 190,126
2025 33,636
Thereafter -
Total $1,913,930

Contingencies

The Company's business subjects it to various claims, regulatory examinations, and other
proceedings in the ordinary course of business. The Company has two open arbitration claims
filed against it claiming alleged damages of approximately $540,000, plus other damages and
costs. The nature of these claims is related to the Company’s activities in the securities industry.
No evaluation of the likelihood of an outcome or reasonable estimate of range or potential loss
can be made by legal counsel on these open claims. The Company intends to vigorously defend
itself against these actions; however, the ultimate outcome of these and any other actions against
the Company could have an adverse impact on the financial condition, results of operations, or
cash flows of the Company. The Company accrues loss contingency provisions and takes a charge
to income when losses are probable and reasonably estimable. The Company has accrued
$175,000 for loss contingencies.

Note 6 - Profit Sharing Plan

Prospera Financial Services 401(k) Profit Sharing Plan (Plan), to which both the Company and
eligible employees may contribute, was established effective April 1, 2000. The Plan is on a
calendar year with employee entrance dates after the completion of 1,000 hours of service on
January 1 and July 1. Company contributions are voluntary and at the discretion of the board of
directors.

Employee salary deferral contributions and earnings on such contributions are 100% vested.
Company matching and profit sharing contributions are subject to a vesting schedule over a six-
year period.
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Note 7 - Stock Appreciation Rights Plan

The Company has a Stock Appreciation Rights Plan which allows the board of directors to grant
units to employees and/or independent financial representatives of the Company. The units, if
granted, have a vesting schedule and if a triggering event, as defined, occurs, the employees and/or
independent financial representatives will be entitled to up to a maximum of 10% of the net
proceeds, as defined, realized as a result of the triggering event. No triggering events have
occurred as of June 30, 2020.

Note 8 - Income Taxes

The Company is included in the consolidated federal income tax return and combined Texas
franchise return of its Parent. Federal and Texas income taxes are recorded using the separate
company method to comply with financial reporting rules. Any resulting provision or benefit for
income taxes realized by the Company is recorded as a component of the prepaid or payable to
Parent. At June 30, 2020, $859,700 is prepaid to Parent for separate federal income taxes and
$47,182 is payable to Parent for separate Texas income taxes.

The Company is also subject to various other state income and franchise taxes as a separate
company. At June 30, 2020, $40,780 is payable for these other state taxes and is included in
income taxes payable.

Note 9 - Off-Balance-Sheet Risk and Concentration of Credit Risk

In the normal course of business, the Company’s customer activities involve the execution and
settlement of customer securities transactions on a fully disclosed basis with its cleating broker-
dealers. The clearing broker-dealers carry accounts of the Company’s customers and are
responsible for execution, collection and payment of funds, and receipt and delivery of securities
relative to customer transactions. These transactions may expose the Company to off-balance-
sheet risk in the event the customer or other broker is unable to fulfill their contractual obligations
wherein the clearing broker-dealers may charge any losses they incur to the Company. The
Company seeks to minimize this risk through procedures designed to monitor the credit
worthiness of its customers and that customer transactions are executed properly by the clearing
broker-dealers.

The Company has cash and cash equivalents totaling approximately $12.2 million or 67% of the
Company’s total assets. Cash equivalents held are in excess of the SIPC protection of $500,000,
creating a credit risk of approximately $12 million at June 30, 2020. Cash and cash equivalent
balances fluctuate on a daily basis.

The Company has cash and cash equivalents, commissions receivable, and a clearing deposit held
by and due from FC, its primary clearing broker-dealer, of $137,785, $110,161 and $103,802,
respectively, totaling $351,748 or approximately 2% of total assets at June 30, 2020. The
Company has cash and cash equivalents, commissions receivable, and a clearing deposit held by
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Note 9 — Off-Balance-Sheet Risk and Concentration of Credit Risk (continued)

and due from Pershing of $518,646, $17,872 and $100,001, respectively, totaling $636,519 or
approximately 3% of total assets at June 30, 2020.

Note 10 - Related Party Transactions

The Company, its Parent, and other related companies are under common control and the
existence of that control creates financial position significantly different than if the companies
were autonomous.

Receivables and advances — related parties totaling $10,979 are unsecured, non-interest bearing,
and primarily due from related party entities and independent financial representatives of the

Company.

Included in prepaid federal income taxes and state income taxes payable at June 30, 2020, is
$859,700 in prepaid federal income taxes to Parent and $47,182 in Texas taxes payable to Parent.

The Company has committed to pay retention bonuses to certain independent financial
representatives of the Company totaling $1,913,930 (see Note 5).

Note 11 - Subsequent Events

Management has evaluated the Company's events and transactions that occurred subsequent to
June 30, 2020, through August 26, 2020, the date which the financial statement was available to

be issued.



